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COMMODITY AGREEMENTS 
FOR LATIN AMERICA 





EANS to increase, or at least to stabilize, returns 

from exports of the primary commodities that are the 
economic lifeblood of Latin America will occupy a promi- 
nent place in deliberations of the Inter-American Economic 
and Social Council at a special meeting opening August 5 
at Punta del Este, Uruguay. President Kennedy, forced 
to give up earlier plans to attend the meeting, described 
it on July 19 as “the most important international gath- 
ering since the beginning of this administration.” The 
President said that he hoped and believed that proposals 
for carrying out his “Alliance for Progress” plan, to be 
presented to fellow delegates of the American republics by 
Secretary of the Treasury Douglas Dillon, would “mark a 
historic turning point in the life of the Americas.” ! 


When Kennedy, speaking at a White House reception for 
Latin American diplomats on March 13, advanced the con- 
cept of a hemispheric Alliance for Progress, he alluded to 
the question of commodity exports by saying: 

The United States is ready to cooperate in serious, case-by-case 
examinations of commodity market problems. Frequent violent 
changes in commodity prices seriously injure the economies of many 
Latin American countries—draining their resources and stultifying 


their growth. Together we must find practical methods of bringing 
an end to this pattern. 


Kennedy observed, upon sending a draft of his proposed 
“Act for International Development” to Congress on May 
26, that aid to underdeveloped countries “must be coupled 
with a constructive approach in dealing with international 
commodity problems and barriers to international trade.” 


Spreading social discontent in Latin America, intensified 
by Fidel Castro’s propaganda and exploited by interna- 





1 Punta del Este, site of the coming meeting, is a resort near Uruguay’s capital 
of Montevideo. It was at the seventh Inter-American Conference at Montevideo in 
December 1933 that the United States joined in a convention committing the Amer- 
ican republics to the principle of non-intervention, thereby laying the basis for ef- 
fectuation of President F. D. Roosevelt’s Good Neighbor policy. See “Inter-American 
System,” E.R.R., 1960 Vol. I, p. 100. 
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tional communism, has made urgent the need to launch a 
new effort to ease the region’s commodity problems. Am- 
bassador Adlai E. Stevenson, returning toward the end of 
June from a tour of South American capitals undertaken 
at the President’s request, reported that economic condi- 
tions had worsened in the past year and that discontent 
was on the rise. José Figueres, former President of Costa 
Rica and a leading Latin American political figure, told a 
North American reporter early in July that “all our hopes” 
are pinned on the Punta del Este conference. He asserted 
that “If we get commodity stabilization at the conference, 
it may straighten out Latin America for the West.” 2 


A recent National Planning Association study, comment- 
ing on the growing pressure for international commodity 
agreements and on the softening of Washington’s previous 
“attitude of aloofness” toward such agreements, observed: 

It is true that past experience with certain agreements does not 
offer much encouragement for the future. The technical obstacles 
are formidable and the interests of producers and consumers 
difficult to reconcile. All the many schemes and variants have 
flaws; as the strongest and least vulnerable element in world 
trade, the United States has little to gain from any of them. The 
point is, rather, that in view of its political overtones the issue 1s 
not altogether economic; while self-interest in the direct benefit 


of each scheme would be a poor guide for the United States, disin- 
terest is no longer really a viable alternative. 


The proposed fresh assault on commodity problems forms 
only a part of the broad Alliance for Progress program. 
Response of Latin Americans to this country’s willingness 
to tackle the question indicates, however, that in their eyes 
it is a vital part of the program. 


DEPENDENCE ON FOOD AND RAW MATERIAL EXPORTS 


Economic development in Latin America has been con- 
centrated on production of foodstuffs and raw materials 
since the Spanish and Portuguese conquests. Shifting of 
the main market for Latin American products from Europe 
to the United States, during the past 60 years, has brought 
about no basic change in the emphasis on production and 
export of primary commodities. 


More than 90 per cent of the exports consist of agricul- 
tural products, metal ores, and petroleum. The dependence 


2 Melvin Mencher, “Latin America Asks Market Stability,”’ Christian Science Mon- 
itor, July 5, 1961. 


* Henry G. Aubrey, Coexistence: Economic Challenge and Response (1961), p. 217. 
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EXTENT OF DEPENDENCE OF LATIN AMERICAN COUNTRIES 
ON EXPORTS OF SINGLE COMMODITIES, 1957-59 


Percentage of total 


Country Commodity exports, by value 
Argentina _.________- Meat ee ee 
i ta Tin us : soe 
Brazil... : sn 
Chile eee ae eee 66 
Colombia eae: eee eee nate 77 
Costa Rica... SI i se ee 
See a ean gekieegcadog) ee 
Dominican Republic NN oe es ee 
Ecuador as I coo ee 
El] Salvador cc i 72 
Guatemala... Ss Coffee epee =» Sa 
Haiti ; Coffee - oe ee : pes 
Honduras Bananas .- Spader tna mate 51 
I sion cccencteneencerannnnacc OE Site Bn ee ies ee 
ok a et a 
Panama... ——— cae ieee dali cabinte et 69 
Paraguay__________ Timber . —— 
Nc cecmsprsacntsioeecnn F _ ; 23 
mr 7 eee ee. a 
a ct 92 


Source: International Monetary Fund, International Financial 
Statistics, November 1960. 


of most Latin American countries on exports of a single 
commodity, as indicated in the accompanying table, is 
extraordinarily high.‘ In 14 of the 20 countries, one com- 
modity accounts for at least one-half—in some countries 
for well over one-half—of total income from exports. 
Coffee is the chief export commodity of six countries, 
bananas and cotton of three countries each, and sugar of 
two countries. Dependence on a single export commodity 
is most pronounced in Venezuela, whose petroleum exports 
supply 92 per cent of the country’s foreign exchange re- 
ceipts; Colombia’s coffee exports and Cuba’s sugar exports 
accounted for 77 per cent of each country’s export sales in 
the period covered by the table. 


Only Argentina, Mexico, Paraguay and Peru, whose lead- 
ing export commodity in each case represents around one- 
fourth of export sales, have developed a substantial degree 
of diversification, though not any great expansion of total 
trade. Petroleum exports excluded, the aggregate value 





* Wheat, leading U.S. export, accounts for only 5 per cent of the total value of 
this country’s exports. 
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of all Latin American exports increased from about $5.6 
billion in 1950 to about $6 billion in 1959—a rise of only 
7 per cent in a decade. Petroleum exports, mostly from 
Venezuela, nearly doubled between 1950 and 1959, going 
up from $1.2 billion to $2.3 billion. 


Forty-five per cent of all Latin American exports are 
shipped to the United States. While the value of the ship- 
ments has risen, there has been little change in the volume 
since the end of World War II. Latin American exports 
of fuel and minerals to this country have shown high rates 
of growth, but exports of textile fibers have suffered a con- 
siderable decline and the volume of foodstuffs exported has 
increased only slightly.® 


HARSH EFFECTS OF LOW PRICES FOR COMMODITIES 


A drop in prices of export commodities drastically re- 
duces foreign exchange earnings of the affected countries. 
Ambassador Stevenson pointed out, June 26, that in the 
case of coffee a decline of half a cent a pound might coun- 
terbalance all the economic aid the United States could 
give the 15 Latin American coffee-producing countries over 
a period of years. Price fluctuations thus may be a serious 
deterrent to long-term programs of economic development. 
When, as likely, the result of a decline in the prices of ex- 
port commodities is also to impose severe economic hard- 
ship on masses of people, popular unrest follows and danger 
of political upheaval mounts. 


Because the United States is the largest purchaser of 
Latin American products, it tends to incur much of the 
blame for the region’s economic difficulties. The sub- 
standard living conditions prevailing in many of the coun- 
tries, for example, foster anti-Yankee feeling, and Com- 
munist propagandists are sure to exploit any unrest that 
is caused by unemployment in mines, on plantations, or 
elsewhere. 


The economic situation has been worsened by a sharp 
rise in prices of manufactured imports in contrast to the 
price experience in export commodities. Total Latin Amer- 
ican expenditures for imports in the past decade have in- 
creased by 41 per cent as against the increase of only 7 per 
cent in value of exports (excluding petroleum). Balance- 


© Louis O. Delwart, “Latin American Trade in the 1960s,” Looking Ahead (Na- 
tional Planning Association bulletin), March 1961, p. 2. 
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of-payments problems have thus been acute,® and capital 
for machinery and other equipment necessary for economic 
development has been hard to come by. 


IMPORTANCE OF COFFEE IN EXPORT PRICE PROBLEM 


Coffee, Latin America’s principal export after petroleum, 
presents the region’s chief commodity problem. Exports 
of coffee make up from one-half to more than three-fourths 
of the total exports of Brazil, Colombia, Costa Rica, El 
Salvador, Guatemala and Haiti, and from 15 to 30 per cent 
of the exports of Ecuador, Honduras, the Dominican Re- 
public and Nicaragua.?’ Earnings from coffee exports 
reached almost $2 billion in 1953, but after 1956 produc- 
tion jumped rapidly as a result of new plantings encour- 
aged in earlier years, more harvesting machines, and better 
cultivation. Between 1954 and 1959 coffee prices fell by 
more than 50 per cent, and the value of Latin American 
exports of the commodity in 1959 was only $1.5 billion. 


World production of coffee in 1959-60 exceeded consump- 
tion by about 50 per cent and stocks were sufficient to 
meet consumption requirements for one and one-half years. 
Hundreds of millions of pounds are added annually to 
the billions of pounds of coffee now in storage. This over- 
supply results in large measure from the nature of coffee 
production. A coffee tree does not begin to produce until 
five years after planting and may continue to yield about 
114 to 2 pounds of green coffee for as many as 60 years, 
although 30 years is the average. Due to the small amount 
of coffee each tree produces, plantations must be extensive 
in order to give producers a profit. 


Because any substantial decline in earnings from coffee 
has a major effect upon all their economies, the coffee-pro- 
ducing nations in the past three decades have attempted 
to withhold a certain percentage of coffee production from 
the market. Seeking to eliminate the vast surplus which 
accumulated at the time of the Great Depression, Brazil 
destroyed nine billion pounds of coffee in the 10-year period 
ended in 1938. President Janio Quadros of Brazil ordered 
the burning of about 800 million pounds of coffee on May 


*The United States announced on May 17 that it would lend Brazil $338 million 
and defer repayment of a previous $305 million loan to help ease balance-of-payments 
difficulties. On the same day, the International Monetary Fund announced that it 
would provide Brazil with an additional $168 million. 

7 Committee for Economic Development, Cooperation for Progress in Latin America 
(1961), pp. 28-29. 
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17 of this year, but even now the bottom would fall out 
of the coffee market if Brazil put up for sale even a minor 
share of its huge surplus stocks. 


Seeking to stabilize world coffee prices, 15 Latin Amer- 
ican and two African states negotiated an International 
Coffee Agreement, effective Oct. 1, 1959, that bound the 
signatories to limit exports to specified quotas during the 
year following that date. When the agreement was ex- 
tended, Oct. 1, 1960, for another year, it was adhered to 
by 11 additional coffee-producing states, all in Africa. The 
28 countries together account for about 95 per cent of 
world coffee production. Proposals to extend the agree- 
ment to consumer nations are now under consideration. 
The United States, leading consuming nation, which has 
been active for several years in an international group 
studying coffee problems, is expected to become a party 
to the pact when it is renewed this year. 


DIFFICULTY OF KEEPING COMMODITY PRICES STABLE 


Trends in commodity markets over the past decade have 
directed renewed attention to the volatility of primary 
product prices. Price changes of 25 to 50 per cent in a 
two or three-year span are not uncommon for metallic 
ores, sugar, wool, cacao and other commodities. Such 
price fluctuations are usually accompanied by substantial 
changes in the volume of exports. The chief reason for 
persisting instability of commodity prices seems to be a 
chronic excess of supplies over demand.!° 


The business cycle is said to be the most important single 
factor on the demand side that is responsible for short- 
term price fluctuations. A recession will cause demand for 
commodities to fall sharply and a drop in prices will not 
arrest the decline in demand. Conversely, in times of rapid 
economic expansion, the commodity trade will boom. The 
resulting high prices may have an undesirable effect on the 
exporting countries by generating new inflationary pres- 
sures and by encouraging increases of production not war- 
ranted by normal demand. 


®* The agreement prescribed the maximum number of bags of coffee to be exported 
by each country. Under an agreement applicable to the preceding coffee year, signed 
Sept. 27, 1958, the 15 Latin American coffee-producing countries had agreed to hold 
specified percentages of their crops off the export market. 

* Copper, quoted at about 60c a pound in 1956, dropped below 25c a pound two 
years later. 

*” “Repercussions of Commodity Price Fluctuations on Primary Producing Coun- 
tries,” International Labor Review, June 1959, pp, 573-574. 
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Unforeseen events, such as strikes, revolutions, nation- 
alization, and war or threats of war may unduly stimulate 
demand and lead to inventorying and “panic” buying." 
Inventorying tends ultimately to depress prices because, 
even at times of lively demand, the existence of large stocks 
that can readily be drawn upon holds back prices. Many 
economists think that as long as governments of the 
Western Hemisphere pursue protectionist policies and en- 
gage in domestic price-support and related programs that 
encourage unneeded production, stockpiling will become 
increasingly dangerous. 


Other factors that influence prices on the supply side 
include natural disasters—floods, droughts, pest infesta- 
tions—which drastically reduce the volume of farm crops. 
On the opposite side are unexpectedly good growing condi- 
tions that cause market gluts and a ruinous decline in both 
prices and export earnings. Increased productivity, due 
to use of new chemical fertilizers, to more intensive fertil- 
izing, or to new techniques of cultivation (or extraction 
in the case of minerals) likewise may cause increases in 
supply that will throw the market off balance. 


The slow “gestation cycle” for coffee trees—five years 
from planting to commercial yield—has plagued markets 
for that important Latin American product, for it is im- 
possible to adjust capacity quickly to changes in demand. 
Supplies of minerals such as Bolivian tin, Mexican lead, 
and Chilean copper are also apt to be inelastic; because a 
large proportion of mining costs goes on whether or not 
the mines are in operation, and because shutdowns are 
costly, management usually finds it advisable to keep turn- 
ing out ore, though in reduced volume. 


Competition from new producers, as well as from new 
products, naturally affects the prices of primary commodi- 
ties. Competition from Portuguese Angola and from East 
Africa has sharply affected Latin American coffee markets. 
High lead prices after World War II led to displacement 
of that mineral by aluminum and polyethyline for sheath- 
ing electric cables. As tin became too expensive, paper- 
board containers were developed; wide use of synthetic 
chocolate represents a reaction to high cacao prices; wool 


4 Rumors of a potential crop failure may start a scramble for supplies among 
traders and an inevitable sharp increase in prices. When speculative price increases, 
sometimes reinforced by withholding of supplies from market, are sustained long 
enough to encourage additional production, usually at high cost, readjustment to 
norma! conditions becomes extremely difficult. 
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and cotton have similarly lost ground to synthetic fibers. 
Now there is said to be a distinct possibility that a com- 
petitive synthetic substitute for coffee will appear on the 
market in the coming decade. 


United States and Commodity Agreements 


UNTIL the depression of the 1930s came along, the United 
States viewed international agreements for regulating pro- 
duction or prices of primary cémmodities as unwarranted 
obstructions to the effective operation of free-market forces. 
As the depression deepened, however, the free market’s in- 
ability to bring about satisfactory adjustment of commodity 
supply and demand led many economists to conclude that 
coordinated international planning might be better than 
dumping coffee into the sea, burning cotton, or stockpiling 
vast quantities of unwanted raw materials. At the World 
Monetary and Economic Conference in London in 1933, the 
United States took the position that international com- 
modity agreements might be useful instruments for pro- 
moting economic recovery.! 


PARTICIPATION IN EARLY WHEAT AND SUGAR SCHEMES 


American experience with international commodity 
agreements up to World War II was nevertheless extremely 
limited. High tariffs, quantitative restrictions on imports, 
domestic quotas and subsidies of various kinds, as well as 
o*her devices for regulating commodity trade, were so 
numerous that the world market virtually disintegrated 
under the impact of national intervention. Such restric- 
tions caused artificial scarcities in the importing countries 
and were the principal cause of unmanageable surpluses 
in the exporting countries. In the circumstances, Latin 
American efforts to induce the United States to agree to 
long-range plans for stabilizing raw material prices were 
unsuccessful.'* 


The United States subscribed only to the International 
Wheat Agreement of 1933 and to the International Sugar 
Agreement of 1937. These agreements bound consuming 


122 Joseph S. Davis, International Commodity Agreements (1947), p. 8. 


%R. B. Schwenger, “World Agricultural Policies and the Expansion of Trade,” 
Journal of Farm Economics, February 1945, p. 67 
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as well as producing nations. Price-raising was their 
fundamental aim and export quotas were their principal 
tool. Both agreements contained provisions for limiting 
acreage devoted to production, and the wheat agreement 
committed the consuming nations to tariff reduction. How- 
ever, neither agreement made any appreciable contribution 
to basic improvement in the world market for the respec- 
tive commodities. 


Brazil, Cuba, the Dominican Republic, Haiti, Peru, and 
the United States, as well as some countries outside the 
hemisphere, accounting together for over 85 per cent of 
the world’s sugar production and consumption, participated 
in the 1937 agreement in an attempt to establish and main- 
tain “an orderly relationship between the supply and de- 
mand for sugar in the world market.” The contracting 
governments were to carry out the agreement in such 
manner as to “always assure consumers of an adequate 
supply of sugar on the world market at a reasonable price 
not to exceed the cost of production, including a reasonable 
profit.” The parties agreed that, as far as possible, taxes 
on sugar should be reduced and kept at a minimum, con- 
sumption should be promoted, action should be taken “to 
check the abuses resulting from the substitution for sugar 
of substances having no comparable food value,” and 
search should be made for new uses for sugar. 


The signatories agreed further that “if and when prices 
on the free market rise, all necessary steps should be taken 
to prevent the rise in world prices from leading on the one 
hand to an increase of internal prices for consumers such 
as would be likely to check consumption, and on the other 
hand to a rise of wholesale prices . . . to such a point as 
to stimulate excess production not justified by the require- 
ments of the market.” The exporting countries were given 
55 per cent of the vote in administration of the sugar 
agreement, and the importing countries, of which the 
United States was the principal, had 45 per cent. A bal- 
ance of sorts was thus achieved between the producing 
nations, which have a natural tendency to disregard con- 
sumer interests and which prefer high prices and low vol- 
umes, and the consuming nations, which prefer large vol- 
umes and low prices. 


As a stabilizing mechanism, the International Sugar 
Agreement lacked the elasticity and adaptability essential 
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to effective management of a market subject to fluctua- 
tions. It was unable to provide lasting correction of the 
economic maladjustments which have harassed the world’s 
sugar industry for the past 40 years.'4 


Cautious U.S. ATTITUDE ON COMMODITY AGREEMENTS 


To avert extreme fluctuations in commodity prices, Latin 
American economists have urged for two decades that the 
United States become a party to hemispheric agreements 
setting maximum and minimum prices for basic products. 
Under an Inter-American coffee agreement which became 
effective on April 16, 1941, the United States allotted im- 
port quotas to 14 coffee-exporting countries. Brazil was 
assigned well over one-half and Colombia one-fifth of basic 
annual U.S. imports. This agreement, entered into pri- 
marily for “security considerations revolving around hemi- 
sphere solidarity,” was allowed to lapse after the war." 


A resolution sponsored by the United States and adopted 
at the Inter-American Conference on Problems of War and 
Peace at Mexico City in March 1945 endorsed an attack 
on the problem of surpluses through “action by consuming 
and producing countries looking to the expansion of con- 
sumption and readjustment of production.” But three 
years later, when an economic agreement was signed at 
the Inter-American Conference at Bogota, Colombia, May 
2, 1948, the United States entered formal reservation to a 
clause which stressed the “need to compensate for the dis- 
parity that is frequently noted between the prices of raw 
materials and the prices of manufactured products.” 


The Eisenhower administration actively opposed com- 
modity agreements, and the United States voted against a 
resolution of the Inter-American Conference at Caracas, 
Venezuela, in March 1954 which urged that countries ex- 
porting raw materials “maintain a level of production cor- 
responding to the needs of world consumption.” At the 
Economic Conference of the Organization of American 
States at Buenos Aires in August 1957, the U.S. delegation 
declared that the United States was “opposed to extensive 
regulation of prices in international trade.” 


Secretary of State John Foster Dulles indicated a change 
in the administration attitude, however, when he said on 





4 George W. Stocking, Cartels in Action (1946), p. 55. 
1% Edward S. Mason, Controlling World Trade (1946), p. 149. 
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April 15, 1958, that the United States might be prepared 
to encourage agreements designed to cushion the imnact 
of lower commodity prices. Stressing the point that no 
single pattern was applicable in all cases, Dulles pointed out 
that the general approach would be to find a “program 
which is fair to all and which mitigates the grievous con- 
sequences of a price decline.” At a meeting of the Council 
of the Organization of American States in Washington, 
July 8, 1959, the United States supported a search for 
“effective and practicable means” of solving the problems 
of harmful price fluctuation. 


Official thinking in this country on the subject of com- 
modity agreements has undergone a gradual change dur- 
ing the past three years. Although the United States has 
maintained a generally negative attitude toward partici- 
pating in such schemes, it took part in negotiation of the 
International Coffee Agreement and encouraged the major 
producers of lead and zinc to undertake voluntary curtail- 
ment of exports. Opposition to international controls seems 
to have diminished as provisions have been made for pro- 
tection of consumer as well as producer interests. Werner 
M. Blumenthal, Deputy Assistant Secretary of State for 
Economic Affairs, told the United Nations Commission on 
International Commodity Trade, May 2, that, as regards 
solution of most commodity problems, “What is required 
above all else is . . . cooperation between producing and 
consuming countries.” 


The United States at present is a signatory only of wheat 
and sugar agreements, both of which guarantee domestic 
producers a specific share of the market or an established 
world price. The present wheat agreement, signed in 1959, 
is an extension of previous agreements dating back to 
that of 1933.16 


Douglas Dillon, then Under Secretary of State, pointed 
out on May 21, 1959, that under the agreement of that 
year importing countries would “undertake to purchase 
from exporting countries . . . at prices within the prescribed 
price range, a percentage of their total commercial im- 
ports.” The wheat agreement was signed by 26 importing 


1% An International Wheat Agreement signed in 1949 cost American taxpayers over 
$600 million because the U.S. government sold the wheat abroad at the specified 
maximum price of $1.80 a bushel and paid the farmers either the domestic support 
price or the market price, whichever was higher. Argentina, a major wheat ex- 
porter, profited by refusing to sign the agreement and disposing of al] its wheat at 
prices above the maximum specified by the agreement.—Lawrence W. Towle, Inter- 
national Trade and Commercial Policy (1956), p. 752. 
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countries and nine exporting countries, but the United 
States and Canada control two-thirds of the votes of the 
exporting countries and thus in effect determine the price 
levels. Responsible handling of wheat surpluses by the 
United States and Canada has been largely responsible for 
the stability of international wheat prices in recent years. 
Assurance that vast stored surpluses will not be dumped on 
the world market has maintained price levels. 


IMPACT OF U.S. CONTROL PROGRAMS ON LATIN AMERICA 


Attempts by the United States during the past three 
decades to control domestic crop surpluses and protect 
mineral producers have had a significant impact on Latin 
America. Price supports, export subsidies and import re- 
strictions have been used to reduce farm surpluses and 
help farmers. The agricultural programs have not only 
steadied domestic farm income but, by helping to sustain 
world prices, have also influenced Latin American producers 
of similar crops to expand output and exports. 


U.S. tariffs on primary products have not been overly 
burdensome but, when combined with quota restrictions, 
they have raised effective barriers to such Latin American 
farm or mineral products as sugar, butter, peanuts, cotton, 
tung oil, petroleum, lead and zinc. Unquestionably, some 
of the commodities subject to quotas would be imported in 
larger quantities if the quotas were suspended.!? Latin 
Americans are not impressed by U.S. efforts to justify 
present tariff levels. Insofar as tariffs attempt to equalize 
high domestic and low foreign labor costs, they tend to 
perpetuate the lower wages prevailing in Latin America. 
Consequently, emphasis by Washington officials on the 
need to protect the standard of living of U.S. workers only 
irritates Latin Americans.'® 


In addition to subscribing to the international sugar 
agreements, the latest of which was signed in 1959, the 
United States has controlled the supply of sugar sold domes- 
tically and thereby kept the domestic price of the com- 
modity above its world price. Under the Sugar Act, as it 
has operated since 1934, the amount of sugar placed on the 
U.S. market is restricted to a specific total tonnage that 
is apportioned among domestic and foreign producers. This 


7 National Planning Association, United States and Latin American Policies (Jan. 
31, 1960). 


% See “Economic Relations With Latin America,” E.R.R., 1958 Vol. II, p. 601. 
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quota system prevents flooding of the market by low-cost 
sugar from Latin America and elsewhere and protects 
domestic beet and cane producers. The so-called quota 
premium above the world price that is paid to foreign 
producers makes it highly profitable for other countries 
to sell to the United States, if they can obtain quotas.’ 


Deterioration of relations with the government of Fidel 
Castro caused the United States to suspend imports of 
Cuban sugar last year. An amendment to the 1948 Sugar 
Act, approved early in July 1960, gave the President power 
to reduce Cuba’s quota to any level deemed in the national 
interest. President Eisenhower ordered a reduction, July 
6, sufficient to cut off further imports in 1960,?° and the 
whole Cuban quota for later periods was subsequently ap- 
portioned among other sugar-producing countries. Cuba 
had been the chief source of U.S. supply, providing about 
one-third of annual imports of eight to ten million tons. 





Difficult Path of Price Stabilization 


COMMODITY AGREEMENTS are considered a useful de- 
vice for modifying the fluctuations likely to occur in prices 
of primary products if left to the free play of market forces. 
Such agreements, when carefully drawn and fully imple- 
mented, may provide a reasonably effective means of re- 
ducing production and exportation of commodities in sur- 
plus supply—something not likely to be accomplished sat- 
isfactorily by the uncoordinated efforts of a number of 
producing countries. Unless protection and exports can be 
scaled down by general agreement in the face of large 
surpluses and falling prices, individual countries may be 
tempted to step up exports in an effort to compensate for 
low prices by increased volume, but in the process dis- 
rupting normal market relationships. 


A reason why commodity agreements have been limited 
in number and not conspicuously successful is that ends 
sought by their sponsors have frequently been too am- 
bitious. A Chase Manhattan Bank publication has observed: 

19 Because the average world market price of raw cane sugar last year was 3.09c 


a pound and the American price 5.32c, the quota premium exceeded 2c a pound. 
See Congressional Quarterly Weekly Report, Jan. 27, 1961, p. 121. 


*® Shipments already made had filled three-fourths of Cuba’s 1960 quota. 
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countries and nine exporting countries, but the United 
States and Canada control two-thirds of the votes of the 
exporting countries and thus in effect determine the price 
levels. Responsible handling of wheat surpluses by the 
United States and Canada has been largely responsible for 
the stability of international wheat prices in recent years. 
Assurance that vast stored surpluses will not be dumped on 
the world market has maintained price levels. 


IMPACT OF U.S. CONTROL PROGRAMS ON LATIN AMERICA 


Attempts by the United States during the past three 
decades to control domestic crop surpluses and protect 
mineral producers have had a significant impact on Latin 
America. Price supports, export subsidies and import re- 
strictions have been used to reduce farm surpluses and 
help farmers. The agricultural programs have not only 
steadied domestic farm income but, by helping to sustain 
world prices, have also influenced Latin American producers 
of similar crops to expand output and exports. 


U.S. tariffs on primary products have not been overly 
burdensome but, when combined with quota restrictions, 
they have raised effective barriers to such Latin American 
farm or mineral products as sugar, butter, peanuts, cotton, 
tung oil, petroleum, lead and zinc. Unquestionably, some 
of the commodities subject to quotas would be imported in 
larger quantities if the quotas were suspended.” Latin 
Americans are not impressed by U.S. efforts to justify 
present tariff levels. Insofar as tariffs attempt to equalize 
high domestic and low foreign labor costs, they tend to 
perpetuate the lower wages prevailing in Latin America. 
Consequently, emphasis by Washington officials on the 
need to protect the standard of living of U.S. workers only 
irritates Latin Americans.'® 


In addition to subscribing to the international sugar 
agreements, the latest of which was signed in 1959, the 
United States has controlled the supply of sugar sold domes- 
tically and thereby kept the domestic price of the com- 
modity above its world price. Under the Sugar Act, as it 
has operated since 1934, the amount of sugar placed on the 
U.S. market is restricted to a specific total tonnage that 
is apportioned among domestic and foreign producers. This 





7 National Planning Association, United States and Latin American Policies (Jan. 
31, 1960). 


% See “Economic Relations With Latin America,” E.R.R., 1958 Vol. II, p. 601. 
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quota system prevents flooding of the market by low-cost 
sugar from Latin America and elsewhere and protects 
domestic beet and cane producers. The so-called quota 
premium above the world price that is paid to foreign 
producers makes it highly profitable for other countries 
to sell to the United States, if they can obtain quotas.’ 


Deterioration of relations with the government of Fidel 
Castro caused the United States to suspend imports of 
Cuban sugar last year. An amendment to the 1948 Sugar 
Act, approved early in July 1960, gave the President power 
to reduce Cuba’s quota to any level deemed in the national 
interest. President Eisenhower ordered a reduction, July 
6, sufficient to cut off further imports in 1960,2° and the 
whole Cuban quota for later periods was subsequently ap- 
portioned among other sugar-producing countries. Cuba 
had been the chief source of U.S. supply, providing about 
one-third of annual imports of eight to ten million tons. 





Difficult Path of Price Stabilization 


COMMODITY AGREEMENTS are considered a useful de- 
vice for modifying the fluctuations likely to occur in prices 
of primary products if left to the free play of market forces. 
Such agreements, when carefully drawn and fully imple- 
mented, may provide a reasonably effective means of re- 
ducing production and exportation of commodities in sur- 
plus supply—something not likely to be accomplished sat- 
isfactorily by the uncoordinated efforts of a number of 
producing countries. Unless protection and exports can be 
scaled down by general agreement in the face of large 
surpluses and falling prices, individual countries may be 
tempted to step up exports in an effort to compensate for 
low prices by increased volume, but in the process dis- 
rupting normal market relationships. 


A reason why commodity agreements have been limited 
in number and not conspicuously successful is that ends 
sought by their sponsors have frequently been too am- 
bitious. A Chase Manhattan Bank publication has observed: 

1® Because the average world market price of raw cane sugar last year was 3.09c 


a pound and the American price 5.32c, the quota premium exceeded 2c a pound. 
See Congressional Quarterly Weekly Report, Jan. 27, 1961, p. 121. 


*® Shipments already made had filled three-fourths of Cuba’s 1960 quota. 
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When governments deal with commodity problems, the goal of 
reducing fluctuations in commodity earnings is often merged with 
the goal of maintaining commodity prices at some level regarded 
as adequate. The difference between these two goals is important 
because it is possible, at a reasonable cost, to devise a mechanism 
to reduce price fluctuations which at the same time permits supply 
and demand to balance out over a long period. But the cost and 
effort involved in a commodity stabilization program that attempts 
to hold the price of a commodity above that dictated by supply 
and demand can be very large. The best evidence is our own 
farm support program... . The next best evidence [is the attempt] 
by Brazil and some other coffee producers to hold up the price of 
coffee in the face of severe competition from Africa, expanding 
supply in Latin America, and only moderately growing demand 
in world markets. 


It was emphasized that “Little is to be gained from creat- 
ing an elaborate agreement without the basic mechanism 
needed to bring supply and demand into balance.” 2! 


THREE PRINCIPAL TYPES OF COMMODITY AGREEMENTS 


A report on Latin American export commodities, pre- 
pared by a group of experts for use at the conference in 
Uruguay, pointed out that three types of commodity agree- 
ments were generally recognized: “The export quota agree- 
ment of which the present coffee agreement is an example; 
the buffer stock agreement of which the existing tin agree- 
ment is an example; and the multilateral contract agree- 
ment of which wheat is an example.” 2? 


Under export quota agreements, producing countries 
agree to export only specified quantities of the commodity 
and to withhold any surplus from the market. Export 
quotas are usually based on each country’s share of the 
market in a particular base period. Operation of a buffer 
stock agreement has been described as follows: 


A price range within which world prices are permitted to move 
normally accompanies the buffer stock [agreement]. At the floor 
price, the buffer stock purchases commodities to prevent further 
price declines. At the ceiling price, the buffer stock sells com- 
modities to prevent further price rises. Obviously, the buffer 
stock must be endowed with cash to buy and with commodities in 
order to sell. Under the buffer stock arrangement, nations are 
free to sell all of their production.23 


Under multilateral contract agreements, producing coun- 





“= “Trade and Commodity Problems,” Latin American Business Highlights (Second 
Quarter 1961), pp. 23-24. 


2 Organization of American States, Latin American Export Commodities (Report 
of the Group of Experts, July 1961), p. 18. 


® Ibid., p. 18. 
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tries as a group agree to sell certain quantities to consum- 
ing countries “within a ceiling price irrespective of the 
world price at the time.” In return, consuming countries 
agree to buy certain quantities at agreed floor prices “even 
though the world prices may be lower at the time.” 4 


The experts observed that features of each of the dif- 
ferent types of agreements usually have to be combined to 
satisfy the needs of a particular commodity. The Inter- 
national Tin Agreement, for example, provides for both 
export quotas and buffer stocks.2> The history of buffer- 
stock operations in general shows that prices invariably 
are set too high, that downward price revisions are vigor- 
ously opposed by producers, that the size of stocks allowed 
to be held is constantly raised as surpluses grow, and 
that obstacles are put in the way of liquidating stocks. 


OBSTACLES TO NEGOTIATING COMMODITY AGREEMENTS 


The difficulties that beset negotiation of commodity 
agreements are so numerous that few agreements have 
come into force. Inability to agree on price objectives is 
one of the principal stumbling blocks; consuming countries 
want the low-price range and producing countries the high- 
price range. Importing countries dislike agreements which 
keep up prices artificially, while countries that can pro- 
duce a commodity at low cost fear that an international 
agreement will have the effect of protecting high-cost 


producers and thus depriving them of a favored place in 
the market. 


In all cases, failure of a single important producing 
country to sign up may be enough to wreck an agree- 
ment. On this point the report of the experts on Latin 
American commodities observed that it was “difficult to 
think of any commodity for which an agreement can be 
formulated on a purely Western Hemisphere basis.” 


It is therefore of the greatest importance that the Western 
Hemisphere have a nearly united view on each commodity agree- 
ment. Then its collective influence could be brought to bear on 
other areas of the world toward the framing of agreements. There 
is now no united Western Hemisphere point of view on how to 
strengthen and extend the coffee agreement, nor does it exist for 





* Ibid., p. 19. 


* Bolivia was a party to the first International Tin Control plan negotiated in 
1931. That scheme was succeeded by various buffer-stock agreements, none of which 
has proved capable of holding up world prices of tin. 
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other commodities. An effort must be made to arrive at a unified 
hemisphere point of view, and then it will be possible to move 
forward with greater vigor toward world agreements.26 


A problem not yet solved is that of requiring govern- 
ments to impose direct controls on production. The experts 
pointed out that “If countries are prepared to continue to 
finance the accumulation of stocks, excess production will 
continue.” Because “steadily rising stocks undermine com- 
modity agreements,” it is “important that most producers 
of coffee and wheat, for example, face up to the problem 
of production controls.” Agreement to apply controls must 
be general, for controls will not stand up if more than a 
few unimportant producing countries seek to enjoy the 
benefits of a commodity agreement without accepting its 
obligations. 


Lack of strong interest in commodity agreements on 
the part of the United States, a leading consuming country, 
has been a handicap to promotion of such agreements. 
Economists have suggested that this country’s participa- 
tion is needed to avoid the fixing of unduly high prices 
likely to occur in agreements framed by producing nations 
alone. The recent experts’ report noted that United States 
participation would doubtless strengthen some agreements, 
and that “If the United States is joined by other principal 
consuming countries, there is no doubt that more effective 
agreements can be framed.” 2’ 


SUGGESTED Ways TO HELP STABILIZE LATIN MARKETS 


While the United States has repeatedly expressed willing- 
ness to engage in studies of commodity problems, econo- 
mists in this country for the most part have held to the 
belief that there are few situations in which international 
commodity agreements would be desirable or would be really 
effective. Latin Americans have felt that this attitude 
merely reflected U.S. commercial interests. However, there 
seems to have been genuine apprehension lest commodity 
agreements in practice lead to accumulation of large sur- 
pluses, stimulate production in non-participating countries, 
and encourage use of synthetics and substitutes for the 
products covered by agreements. 


International Economic Consultants has recommended, 





* Organization of American States, op. cit., p. 22. 
@ Ibid., p. 23. 
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in a study prepared for the Senate Foreign Relations Com- 
mittee,?* that the United States seek to ease primary com- 
modity problems through the foreign economic aid pro- 
gram; play a more positive role in international consulta- 
tions; and modify some of its own commodity policies that 
have important repercussions on the economies of Latin 
America. Others have proposed that the United States 
reconsider the quota in effect on imports of lead and zinc 
from Bolivia, Mexico and Peru and the quota on imports 
of petroleum from Venezuela. The Venezuelan govern- 
ment presented Ambassador Stevenson with a formal re- 
quest, June 6, for modification of the system under which 
this country’s oil imports are fixed.2® The request called 
for transfer of quotas from importing concerns in the 
United States to exporting concerns in foreign countries. 


Latin American exporters in general have contended that 
the United States should do more to assure a stable market 
for their products. Washington has been actively urging 
Western European countries to increase their purchases of 
Western Hemisphere commodities. In particular, the State 
Department has been pressing European Common Market 
nations to reduce high duties on coffee. 


* International Economic Consultants, Commodity Problems in Latin America (Dec. 
12, 1959), p. 188 


See “Rising Protectionism,” E.R.R., 1961 Vol. I, pp. 254-255. 
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